Why Trade Costs Why Trade Costs
Trade costs are cited as an important determinant of the volume of trade Tariff are no longer the major barriers of trade A whole lot of 'other' barriers do exist and penalising trade Some are policy barriers, such as tariff and non-tariff barriers (NTBs) Some are relating to environment, such as infrastructure quality Costs appearing from these barriers can be termed as 'trade costs', Measured as the mark-up between export and import prices, where this mark-up roughly indicates the relative costs of transfer of goods from one country to another (Hummels, 1999a; Anderson and van Wincoop, 2004) .
Theoretical Discourse Theoretical Discourse
The neo-classical trade theory completely ignores the transport costs. The factor abundance model, Heckscher, Ohlin and Samuelson (HOS) model, comparative advantage is determined by cross-country differences in relative abundance of factor endowments. Some assumptions perfect competition homogeneous goods production with constant returns to scale no transport costs, mobility of factors between industries and not between countries. In new trade theory, transport cost is incorporated as a factor of determinant, where trade is analyzed in models in a world of increasing returns to scale, and monopolistic competition (e.g. Dixit and Stiglitz, 1977; Krugman 1979 Krugman , 1980 . One of the implications of the new trade theory is growing interdependence between countries through increased trade and/or increased factor mobility where transport costs play a pivotal role in integrating the countries and/or factors.
Trade Costs and Its Relevance Trade Costs and Its Relevance
Trade costs account all the direct and indirect costs that an exporter / importer incurs. 
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Methodology (1/3)
To measure transport costs the difference of ad-valorem trade-weighted freight rate the differences of inter-country costs of transportation using shipping rate, collected from shipping agents
Methodology (2/3)
To measure infrastructure quality Constructed an index using PCA Variables taken -railway length density (km per 1000 sq. km of surface area), (ii) road length density (km per 1000 sq. km of surface area), (iii) air transport freight (million tons per km), (iv) air transport, passengers carried (percentage of population), (v) aircraft departures (percentage of population), (vi) country's percentage share in world fleet (percent), (vii) container port traffic (TEUs per terminal) (viii) fixed line and mobile phone subscribers (per 1,000 people), and (ix) electric power consumption (kwh per capita). 
Research Advancement Research Advancement
First, we introduce infrastructure quality that we believe have an impact on trade. Second, we introduce bilateral tariffs, which are largely ignored in the empirical gravity literature in context of Asia. Third, in order to ensure unbiased estimates, we used resistance parameters. Fourth, in order to find out the relative robustness of the transport costs, we used trade-weighted transport costs from cross-country shipping rates, which is also a new in the gravity literature.
Conclusions Conclusions
Variations in transport costs along with infrastructure facilities have significant influence on regional trade flows in Asia.
Tariffs have a relatively large and negative impact on trade when we consider individual sectors. Among the sectors, except transport equipment, trade in all other sectors is influenced by tariffs, transport costs and infrastructure quality. For transport equipment, bilateral tariff has less significant role as trade is more demand-driven. Importance of distance is not diminished even if we include quality of infrastructure and transport costs.
